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KEY ECONOMIC INDICATORS 


Millions of U.S. Dollars Unless Otherwise Noted 


1985 1986 1987(Proj.) 


1988(Proj.) 


Domestic Economy 

Population (thousands ) 541 
Population growth (#%) ded 
GNP at Current Market Prices 2,467.7 
GDP at Current Market Prices 2 5425.2 
Per capita GDP, current dollars 4,482.0 
Rate of Growth of the Economy 

(GDP % change, in real terms) 4.6 
Consumer Price Index % change 5:8 


Production and Employment 
Labor force (1,000s) 


Unemployment (avg. % for year) 
Industrial production Index 
(1980=100) 

Govt. oper. surplus/deficit 

as % of GDP 


Balance of Payments 
Exports (F.0O.B.) 


Imports (F.O.B.) 
Trade Balance 
Current account balance 
Foreign debt (year end) 
Debt - service paid 
Debt - service ratio as % of 
exports of goods & services 
Foreign exchange reserves (year end) 
Average exchange rate for year 
(One CP=U.S. Dollars) 


418.9 
1,126.8 
-707 9 
-161.9 
878 .9 
187.1 


14.1 
639.3 


U.S. - Cyprus Trade 

U.S. exports to Cyprus (C.I.F.) 
U.S. imports from Cyprus (C.I.F.) 
Trade balance 
U.S. share of Cyprus exports (%) 
U.S. share of Cyprus imports ($%) 
U.S. bilateral aid 

Economic 

Military 


548 
1.3 
3,110.8 
3,058 .7 
5,581.6 


ZL0 
Led 


554 
1.1 
3,617.4 
3,561.0 
6,428.0 


3<5 
2.5 


255 .0 
3.8 


-4.3 


500 .0 
1,304.0 
-804.0 
-14.0 
1,220.0 
239 «2 


13.8 
1,000.0 


2.08 


Principal U.S. exports (1986): Cigarettes & tobacco products, food and feed 
grains, general machinery, office machines, paper & paper products. 
Principal U.S. imports (1986): Watches & clocks (re-exports), clothing, 
earth pigments, carobs, dairy products. 

Sources: Central Bank of Cyprus, GOC Planning Bureau. 





SUMMARY 


The island of Cyprus, located in the northeastern Mediterranean Sea, 
has a total population of about 670,000. It is the third largest 
island in the Mediterranean after Sicily and Sardinia. Since 
mid-1974 there has been a defacto partition of the island. The 
internationally-recognized Republic of Cyprus has control over the 
southern approximately 63 percent of the island. In 1983, the 
Turkish Cypriot community in the northern part of the island 
proclaimed an independent "Turkish Republic of Northern Cyprus", 
which has been recognized only by Turkey. This report covers only 
the part of the island controlled by the Government of the Republic 
of Cyprus, with a population of about 554,000 which is almost 
entirely Greek Cypriot. 


The real rate of growth of the Republic of Cyprus during 1986 was 
about 3 percent, down from 4.6 percent in 1985. The inflation rate 
Plunged from 5 percent in 1985 to 1.2 percent (the lowest since 
1967) mainly because of lower oil prices, while unemployment edged 
up from 3.4 percent in 1985 to 3.6 percent in 1986. As in recent 
years, Cyprus ran a relatively large merchandise trade deficit ($694 
million). Earnings from tourism though (about $500 million), plus 
other services almost completely counterbalanced the trade deficit, 


resulting in a current account deficit of about $7 million (the 
smallest deficit over the last 20 years). Per capita GNP in 1986 
rose to about $5,676 - though largely a reflection of the decline in 
the value of the dollar. Forecasts project real economic growth 
will pick up in 1987 to about 3.5 percent, inflation will rise to 
about 2.5 percent, and unemployment will reach 3.8 percent. 


Cyprus and the European Community (EC) initialled a customs union 
agreement in May 1987 which provides for the gradual removal of 
tariffs and quantitative restrictions on most agricultural and 
manufactured products over a 10-year transition period. The customs 
union is expected to be completed in 15 years. 


The United States has been running a merchandise trade surplus with 
Cyprus in recent years. Between 1983 and 1986, the value of U.S. 
grain exports to Cyprus declined by about 60 percent, as exports of 
corn and sorghum were adversely affected by subsidized European 
grain. The biggest single U.S. export item to Cyprus in 1986 was 
tobacco products (mostly cigarettes). 
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PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth: The 3 percent economic growth rate experienced by 
the Cypriot economy in 1986, although quite respectable, was less 
than the high growth rate of 4.6 percent achieved in 1985 and well 
below 1984's growth rate of 7.5 percent. Continued stagnation in 
the manufacturing sector was the most important factor which reduced 
the rate of growth. This in turn, was primarily the result of a 
slump in the Middle East export market due to the decreased 
purchasing power of these oil-producing countries. The increase in 
productivity in the manufacturing sector has also fallen behind 
increases in labor costs in Cyprus, which contributed to the decline 
in export competitiveness in 1986. Furthermore, agriculture was 
adversely affected by the dry 1985-86 winter. Some encouraging 
developments for 1987 are a noticeably invigorated export demand 
during the first few months of the year, plentiful (theugh 
late-in-the season) spring rainfall and continuing excellent 
prospects for tourism. These developments are expected to push the 
rate of growth to above the 3 percent mark in 1987. 


Balance of Payments: The current account deficit for 1986, aided by 
plentiful earnings from tourism fell to the lowest level in 20 years 
($6.8 million). External debt recorded a significant increase of 
about 18.7 percent in Cyprus pound terms, to about $1,233 million 


due to higher central government borrowing. This is about 40 
percent of GDP, which is in line with the average for developing 
countries. Payments on the debt were about 13.2 percent of revenues 
from the export of goods and services (which compares favorably with 
the developing countries average debt-service ratio of 23 percent). 
Increased expenditure on debt servicing is expected to push the 
debt-service ratio up slightly to around 14 percent during 1987. 


Foreign Trade: Both exports and imports fell in 1986 compared with 
1985. In Cyprus Pound terms, imports fell by 13 percent, total 
exports fell by 9 percent and the trade deficit declined by 9 
percent during 1986. In U.S. dollar terms, Cyprus' trade deficit 
was only about 2 percent lower in 1986 ($694 million, compared to 
$708 million in 1985). 


Apart from the fact that there were no imports of aircraft made in 
1986 (Cyprus Airways imported one aircraft in 1985) the biggest 
cause of the decline in imports in 1986 was the drastic cut of 
imported oil costs. The value of imported oils and lubricants in 
1986 dropped by 39 percent in Cyprus pound terms to just 12 percent 
of the total value of imports. Imports of intermediate inputs were 
also slightly lower than in the previous year, reflecting slack 
performance of the manufacturing sector. Imports of consumer goods 
though, were a notch higher in 1986, representing 23 percent of 
total imports. The EC countries remained the chief supplier of 
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imported goods to Cyprus, their share of total imports increasing to 
about 60 percent. Middle East and North African countries supplied 
a mere seven percent of Cyprus' total imports. Imports from the 
United States dropped slightly to 4.2 percent of total imports. 


The decline in exports was principally the result of a significant 
drop in demand for Cypriot products by Middle East/North African 
countries. Manufactured goods declined 18 percent in exports and 
their share of domestic exports shrank to 58 percent. For example, 
exports of clothing and accessories to Libya rose from a negligible 
amount in 1982 to a peak $57 million in 1984 and $31 million in 
1985, to drop again to $8 million in 1986. The first few months of 
1987 though, were a little more encouraging with new orders from 
Libya accompanied by payments for some previous orders. Exports of 
raw agricultural products (mainly potatoes and citrus, the bulk 
absorbed by the United Kingdom) went up by 6 percent, making up 27 
percent of domestic exports. Processed agricultural products 
remained at about the same level as last year holding on to a 12 
percent share of domestic exports. Overall, 38 percent of total 
exports went to the EC in 1986 and 37 percent to the Middle 
East/North Africa, changing the pattern of the last few years when 
the biggest share of exports went to the Middle East/North Africa 
region. In 1985, for example, 48 percent of total exports went to 
the Middle East/North Africa and 27 percent to EC countries. 


Tourism: During 1986 the number of long-stay visitors to the 
government-cont rolled part of Cyprus increased by about 11 percent, 
reaching 900,727 from 813,617 in 1985. There were considerable 
increases in tourists from the United Kingdom and Scandinavian 
countries, their shares of total arrivals increasing to 32 and 16 
percent respectively. Total receipts from tourism in 1986 rose by 
11 percent in Cyprus pound terms, reaching $500 Million. In 1987 
the number of foreign tourists is expected to exceed 1 million. 


Fiscal Policy: The 1987 fiscal deficit is projected to be about 
$130 million, up 8.4 percent from last year's level. Current 


revenues are projected to be around $900 million, which is slightly 
less than the projected current expenditures of $911 million. The 
largest item of current expenditures is the government's growing 
personnel bill. Wages and salaries of government workers, 
accounting -for a third of total expenditures, are projected to 
increase by seven percent to $346 million. The financing of the 
budget deficit in 1987 will be done mostly through domestic 
borrowing (loans from the Central Bank and government bonds). 
Foreign borrowing is projected to account for only eight percent of 
the total public financing of the deficit. Net foreign borrowing in 
1987 is expected to be negative, i.e. reimbursments on old loans 
will exceed new loans. The foreign debt, which was $1,225 million 
in 1986, is expected to be slightly lower by the end of 1987. 
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Monetary Policy: Since before independence in 1960, interest rates 
paid to depositors have ranged from 2 percent (on demand deposits) 
to 7 percent (on large time deposits). The legal maximum nine 
percent lending rate charged by banks to borrowers also dates from 
the British colonial administration. These regulations rule out 
using interest-rate shifts as an instrument of monetary policy. 
Removing capital from the country to gain higher rates of return 
elsewhere is effectively prohibited by strict exchange controls. 


Nevertheless, government officials concede that Cypriot investments 
abroad are substantial, despite the exchange controls. The Central 
Bank's target for 1987 is to limit the rate of growth of total 
liquidity and to exercise a tighter monetary control on bank 

credit. Towards that end, the Central Bank's target ceiling on new 
commercial loans has been kept at the same level for 1987 as in 
1986, CP 60 million. However, since actual commercial loans were CP 
86 million 1986, the present target represents a drastic reduction 
over 1986. The Central Bank seems determined to enforce a more 
stringent policy in 1987 to achieve its goal. 


Investment: Gross fixed capital formation continued its downward 
trend in 1986 to $729 million, equivalent to a 9 percent decline in 
real terms. This basically reflects a return of investment to more 
normal levels, following the abnormally high level of investment 
needed for economic restructuring after the 1974 events (total 
investment between the years 1974 and 1986 was about $8 billion). 
Furthermore, in 1986, no aircraft imports were made, in contrast to 
the 2 prior years when three aircraft were imported by Cyprus 
Airways. Even though some very important development projects are 
underway (southern conveyor irrigation project, road development, 
plans for the purchase of more aircraft by Cyprus Airways), 
investment is expected to be lower in the near future than in 
previous years. The share of gross fixed capital formation fell to 
24 percent of GDP (current value) from 29 percent in 1985 and 32 
percent in 1984. 


Relations with the European Community: As noted above, an agreement 
with the EC was initialled which provides for a gradual transition 


to a customs union. Under the provisions of this agreement, Cyprus 
and the EC will gradually abolish, over a 10-year period, the tariff 
and quantitative restrictions for manufactured and agricultural 
Products included in the customs union. The Cypriot agricultural 
sector has been granted particularly favorable treatment, with 
concessions on such products as potatoes, grapes and bottled wines. 
In the manufacturing sector, some concessions were also made by the 
EC concerning quantitative restrictions and the rules of origin for 
Cypriot clothing exports. The EC also reaffirmed its readiness to 
help finance the restructuring of the Cypriot manufacturing sector 
under the Third Financial Protocol, which comes into effect in 1989. 
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Under the provisions of the Second Protocol, which expires at the 
end of 1988, Cyprus has so far received 44 million ECUs 
(approximately $50 million). The amount of aid to be provided under 
the new financial protocol has not been fixed in advance, but it is 
considered likely that it will exceed the amount granted under the 
Second Protocol, with the objective of helping Cyprus successfully 
complete the transition to a customs union. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Political Stability: Since the Turkish Cypriot declaration of an 
independent state in the northern part of the island in 1983, the 
atmosphere between the Greek and Turkish Cypriot communities has 
been filled with increasingly strident recriminations. 
Nevertheless, both communities profess an interest in reaching a 
negotiated settlement to unify the island under a common government, 
and efforts to this end continue. In the meantime, the two 
communities live separately, with minimal commerce between them. 
The Turkish Cypriots in the northern part of the island have 
separate customs, sea ports and airports beyond the control of the 
Government of the Republic of Cyprus. 


Labor Market: Registered unemployment rose to 9,200 persons in 1986 
(3.6 percent), compared to 8,400 in 1985. The economic sectors with 
the biggest unemployment are trade, hotels and restaurants (21 
percent), manufacturing (17 percent), construction (17 percent), and 
services (13 percent). The unemployment rate, as a percentage of 
the economically active population edged up to 3.6 percent, from 3.3 
percent in 1985. This upward trend in unemployment can be traced to 
the gradual deterioration of the economic environment, in particular 
to the sharp fall in external demand for manufactured goods. A 
contributing factor to the increased unemployment, according to the 
government, was the broadening of the work force with the increasing 
participation of women, along with the repatriation of workers from 
abroad (especially the Middle East). Furthermore, as unemployment 
benefits are now significantly higher than they were a few years ago 
(about four times higher than in 1980), more people tend to register 
as unemployed, thus technically pushing unemployment figures up. 


Unions in Cyprus are very strong, representing over 80 percent of 
the working force. For the most part, employee/employer relations 
in recent years have been rather peaceful. Wages and salaries in 
Cyprus are determined through direct employer/union agreements for 
the majority of occupations. The following estimates for 1986 rates 
of pay are based on a study of wages by the Cypriot Department of 
Statistics. The mean monthly rate for wage- and salary- earners 
combined in 1986 was $667 compared with $635 in 1985. For male 
employees it was $778 and for female employees it was $492, i.e. 37 
percent lower. Half of the employees receive less than $565 ($648 
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for males and $393 for females), compared with $538 in 1985. 
Administrative and managerial personnel receive the highest rates of 
pay ($1739, combined average for men and women) followed by 
professional and technical workers ($1126), clerical and related 
workers ($657), sales and service workers ($628), production workers 
+ while agricultural workers receive the lowest rates of pay 
($403). 


Investment Climate: Investments in Cyprus by nonresidents require 
Prior approval by the Central Bank. There are no restrictions on 
the repatriation of profits or capital for approved foreign 
investments. The government, in a decision of the Council of 
Ministers taken on November 6, 1986, re-affirmed its policy of 
welcoming foreign investment on the island. The decision, which was 
effective immediately after its announcement, deals mostly with 
procedural matters regarding applications for inward foreign 
investment. Basically, the decision introduces simpler and more 
liberal criteria for the evaluation of applications and the 
determination of the extent of foreign participation in investment 
projects in all sectors of economic activity. The evaluation 
criteria include whether a product was previously manufactured in 
Cyprus, export orientation of the firm and the introduction of new 
technology. For purposes of applying the new policy, all cases of 
direct foreign investment have been classified into seven categories 
with corresponding maximum allowable foreign participation 
percentages. A brief description of each category follows: 


A. "New" products are automatically granted up to 49 percent foreign 
ownership. Pending examination of the application, approval may be 
given for up to 100 percent, provided that the total investment 
exceeds the sum of Cyprus pounds (CP) 100,000 (approximately 
$208,000 at the current rate). 


B. Application for foreign manufacturers or businesses to set up 
operations in the free manufacturing zone on Larnaca will be given 
favorable consideration and granted permission for up to 100 percent. 


C. Applications for foreign investment on tourist projects will 
receive permission for up to 49 percent. Exceptions will be made 
only on special cases. 


D. Foreign investment in "Traditional Activities" (such as food and 
beverage, tobacco and wearing apparel industries) generally may not 
exceed 24 percent with very rare exceptions going up to 49 percent. 


E. "Specific Treatment Sectors" (e.g. banking and insurance, 
telecommunications, medical and broadcasting services) require a 
case-by-case examination. 
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F. Foreign investment in "Saturated Activities" (construction, 
transportation, real estate and others) is discouraged. In 
exceptional cases, permission for foreign investment up to 24 
percent will be granted. 


G. Up to 49 percent foreign participation in "Residual Activities" 
(such as accounting or data processing services) may be authorized. 


Foreign investment in the tourist industry is also regulated. In 
general, only luxury hotels are allowed to be built in already 
developed regions, whereas hotels of any category will receive 
permission if they are to be located in the mountain areas. 

The November 6 decision also refers to investment in public 
companies by non-residents. In the case of Cypriots living abroad, 
permission for the purchase of shares in public companies is readily 
granted up to a certain percentage, while for others the Central 
Bank will examine on a case-by-case basis. 


An additional facility provides for the promotion of foreign 
investment on the island is the availability of credit from local 
sources in the cases of companies with no more than 24 percent 
foreign participation. Finally, the Income Tax (Amendment) Law of 
1986, enacted on November 13, 1986, has renewed the tax incentives 
relating to manufacturing, agriculture and businesses producing new 
products. 


The previous income tax law provided for a 10 year tax exemption to 

businesses producing new products that commenced operations by April 
5, 1987. The new amendment extends the privilege to cover companies 
commencing their operations by April 5, 1990. 


Cyprus has concluded a number of double tax treaties with various 
countries aiming at avoiding double taxation of income. A tax 
treaty between Cyprus and the United States came into effect on 
January 1, 1986. The Government of Cyprus hopes that this will 
encourage investment by U.S. firms, particularly as a base for 
Foreign Sales Corporations. 


Applications for approval of investment in an industrial or other 
project in Cyprus by non-residents can be obtained through: 


The Governor, 

Central Bank of Cyprus, 
36 Metochiou Str., 
P.O.Box 5529, 

Nicosia, Cyprus 
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Free Zone: As an incentive to investment in the slowly-developing 
Larnaca Free Zone, the 1984 income tax law provides that each 
foreign shareholder of companies locating there will, for 10 years, 
pay tax at (a) the Cypriot tax rate applicable to the company's 
profit or (b) the Cypriot tax rate applicable to that shareholder's 
dividend, whichever rate is lower. Expatriate employees of Free 
Zone companies will pay tax at half the normal Cypriot rate, e.g. be 
taxed 30 percent instead of 60 percent on incomes over $18,000 per 
year. At present, infrastructure for the Larnaca Free Zone is in 
place, five factories are operating and two are under construction. 
General economy-wide tax incentives, such as those offered to firms 
introducing new industries into Cyprus, also apply to free-zone 
firms. 


Export Opportunities: Despite the lower exchange rate for the 
dollar in 1986, U.S. exports to Cyprus did not improve, but declined 
slightly by 3.6 percent over 1985. Factors such as higher tariffs 
for U.S. products than for EC products, along with higher freight 
costs helped maintain the traditional Cypriot preference for 
European products. The decline of the value of the dollar, however, 
may reverse the downward trend of U.S. exports to Cyprus. A 
revitalized interest for American products among Cypriot importers 
has been observed recently by the U.S. Embassy's Economic/Commercial 
Section. 


Grain exports, which used to be the leading U.S. export item to 
Cyprus, declined by 17 percent to $11 million in 1986. Over the 
last two years the EC has managed to displace the United States as 
the main grain supplier of the island by using subsidies for its 
grain products. In 1986, however, the United States recovered a 
portion of the Cyprus barley market by making sales to Cyprus under 
the Export Enhancement Program. 


Two other important categories of U.S. exports, paper products and 
office machines/data processing equipment, also registered 
significant decreases in 1986. The only categor: which registered a 
significant improvement was cigarettes and tobacco exports. 


Major Projects: American companies have failed to win most 
government tenders on which they have bid in recent years. 
Traditionally, a strong preference for European standards and 
specifications has been the norm in Cyprus. Very recently, however, 
U.S. firms have been able to submit very competitive bids on such 
tenders, such as a CT Scanner for the Nicosia General Hospital. We 
anticipate that U.S. sales in Cyprus, particularly of high 
technology items, will begin to pick up soon. 
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The best opportunities in Cyprus for U.S. exporters are likely to 
continue to be in the health, water/sewage, and energy fields. 
Upcoming contracts will cover the supply of medical and hospital 
equipment, worth about $9 million, for two new hospitals to be built 
at Paphos and Limassol. Cyprus plans to announce international 
tenders for these contracts sometime in 1990. Equipment and 
contracting services will be needed for two World Bank-sponsored 
sewage projects at Larnaca and Paphos that are estimated to cost a 
total of about $50 million, and for construction of two new 
highways. In the energy sector, the Electricity Authority of Cyprus 
expects to add 60 megawatts of generating power during the next 


3-5 years through construction of either an oil- or coal-fired power 
plant. 


Cyprus’ fifth emergency action plan (1987-91), which is still being 
drafted, is expected to include the following major development 
projects: 

--Further work on the Southern Conveyor water development project 
for the Limassol/Nicosia/Kokkinochoria areas, at about $200 million; 
--The 4th highway plan, which includes the Nicosia/Larnaca and 
Larnaca/Limassol highways, at about $70 million; 

--The Chrysochou irrigation project, estimated at about 615 million; 
--Improvement of Larnaca airport facilities, estimated at about $50 
million; 

--Construction of a university, at about §15 million; 

--Expansion of the Agricultural Research Institute, at about $15 
million. 


Cyprus as an Offshore Business Center: Cyprus continues to develop 
as a regional marketing and services center, with over 4,000 foreign 
companies operating here on an offshore basis. Offshore status 
allows the companies to pay only 4.25 percent tax on income 
generated outside Cyprus, cuts the Cyprus income tax payable by the 
firms' expatriate workers, and permits duty-free import of items 
such as motor vehicles, office equipment and household effects, 
excluding furniture and air-conditioners, for both offshore 
companies and their expatriate personnel. Currently, 35 American 
companies operate in Cyprus on an offshore basis. Most are small, 
family-run firms, although a few large American firms have their 
Middle-East regional offices in Cyprus. The Cyprus Registrar of 
Companies estimates that about 80 more U.S. firms operate offshore 
businesses from post office boxes in Cyprus. There are now 14 banks 
licensed to operate in Cyprus as offshore banking units. Anxious to 
promote Cyprus as a regional financial center, the government is 
hopeful that more banks from Europe and the United States will 
locate here. 





Show the world what 


/ 


you 
now! 


eT 
AMERICAN INGENUITY 


American business is known around the world 
for its inventiveness, its competitiveness, and 
its ingenuity. Take advantage of America’s 
reputation and increase your profits through 
export. COMMERCIAL NEWS USA magazine 
- a showcase of American ingenuity - can get 
your message directly to over 80,000 business 
and government executives worldwide. 


Your company is part of the American business 
tradition. Join the thousands of U.S. firms each 
year that generate overseas interest and 
thousands of dollars in sales from listing their 
product in only one issue. You, too, can use 
this publication to find new overseas agents, 
distributors, licensees or end users for your 
product. 


Promoting your product, service, or trade and 
technical publication in COMMERCIAL NEWS 
USA is easy and cost effective. For less than 
$200 - a fraction of the cost of commercial 
advertising - you can test the world market for 
your new product or service. It’s a great way to 
begin exporting or expand your current 
exporting activities. 


ve come U 


New and productive markets 
are waiting to see the results of 
your ingenuity -let the world know 
what you’ve come up with now. 


COMMERCIAL NEWS USA is the official 
export magazine of the U.S. Department of 
Commerce. Mail this coupon today or call the 
Department of Commerce District Office 
nearest you for more information on 
COMMERCIAL NEWS USA or the many other 
export assistance programs we have for you. 
You'll find us in the white pages of your phone 
book under U.S. Government. 


MAIL TO: U.S. Department of Commerce 
International Trade Administration 
U.S. and Foreign Commercial Service 
HCHB Room 2106 


WENT 0, 
os na fn 
». e, 
Ss > Me, 


NT 
%. COMMERCIAL NEWS USA is published 
by USDOC’s US and Foreign Commercial 


Service, your global network of trade 


& 


geen! * Us 


Washington, D.C. 20230 professionals. 


% " 
hay TRADE pov 
Please have a Trade Specialist contact me with more information: NAME 


COMPANY 


Oo How to list my product/service in TELEPHONE 


COMMERCIAL NEWS USA 


ADDRESS 
Tj Other export assistance programs 
CITY 








: 
\ ; 
» re c 
. 
\ : ‘ 
7" ea 





